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MEASURE YOUR
PORTFOLIO’S EXPOSURE
TO THE GREEN ECONOMY
KEVIN BOURNE | MANAGING DIRECTOR OF DATABASE SERVICES
FTSE RUSSELL

A GROUNDBREAKING
NEW DATA MODEL GIVES
INVESTORS ACCURATE
INSIGHTS INTO THEIR
EXPOSURE OVER TIME TO
THE GREEN ECONOMY, A
PREVIOUSLY UNOBSERVED
BUT GROWING INDUSTRIAL
TRANSITION.

A

s climate change, resource
depletion and environmental
erosion become more pressing and
ubiquitous risks, their impact on portfolios
will increasingly shape investor decisions.
Kevin Bourne, Managing Director of
Database Services at global index and
data provider FTSE Russell, says, as
a result of these risks, legislative change
by governments and unilateral action by
groups of investors are on the increase.
LIMITED LEGISLATIVE IMPACT
Bourne says, “To date, there has not been
a huge amount of direct regulation that
impacts the investment community in
respect of sustainable investment.”
This, he believes, could be about to
increase as concerns grow with policy
makers about the pace of change within
global markets. Two notable exceptions
are France’s Article 173 and California’s
SB 185, the state’s so-called coal divestment
law, introduced in late 2015. It called for
the state’s two leading pension schemes to
remove certain carbon-related assets from
their portfolios, and according to Bourne,
“What has been implemented certainly
got people’s attention, not just in France
and California but around the world.”
MANAGING CARBON RISK,
A DATA QUALITY CHALLENGE?
Strong government positions on carbon
may be a plus for the sustainable investment
movement but it remains challenging for
investors to manage their portfolio’s carbon

risk. According to Bourne the options
available span a range of different
techniques but these require close scrutiny
if subsequent asset allocation decisions
are made.
“Some investors are choosing to do
nothing” says Bourne. “Others are removing
carbon from their portfolios either because
they don’t believe in fossil fuels from a values
perspective or because legislation, such
as SB 185 in California, is forcing them
to divest.”
“Another tack” says Bourne, “is to footprint
portfolios to understand their CO2 exposure
and then possibly tilt the portfolio towards
a lower overall CO2 level.”
Assessing the carbon footprint of a
portfolio could certainly lend itself to
more informed decision-making. But it
is not always easy as it involves analysing
companies in a broad investable universe
and calculating how much CO2 they produce
through commercial activities. This presents
a data quality challenge because of variable
reporting levels against the GHG protocol.
Bourne believes poor and missing data
issues should be more transparent for
investors to assist them in the decision
making process

BEYOND ESG AND CO2 – ‘THE MISSING
MODEL’
Bourne explains, “When looking at
sustainable investment data broadly, there
are three high level questions that need to
be answered. Firstly, how does the company
operate? The measurement of this is
achieved with an ESG model that calculates
a transparent rating. Secondly, does the
company pollute in respect of climate
change gases? This is captured through
a CO2 e footprint of emissions and reserves.
Finally, does the company provide green
goods, products and services as part of the
industrial transition to a green economy?
This last question is what we call ‘the
missing model’ and our work in this area

is the most recent addition to our
sustainable investment metrics.”
The recent launch of FTSE Russell’s
groundbreaking Green Revenues (LCE)
data model and Green Revenues Index
Series is revolutionising investors’ ability
to measure and understand their portfolio’s
exposure to the green industrial transition.

MEASURING GREEN EXPOSURE
The Green Revenues (LCE) data model
and Index Series allows users access to
consistently measure and model revenues
from goods, products and services that
help the world to adapt to, mitigate or
remediate the impact of climate change,
resource depletion or environmental
erosion.
By incorporating this measure of
green revenue exposure, FTSE Russell’s
new model provides the first complete
picture of the scale and velocity of the
structural shift to a green economy
across public companies.
SUPPORTING A GROUNDSWELL
ECONOMIC SHIFT
FTSE Russell’s Green Revenues model
is the culmination of five years of work
and covers more than 14,000 public
companies, representing 98.5% of the
world’s market capitalisation. Bourne
notes, “Until the publication of our model,
it has been extremely difficult for investors
to quantify, with any certainty, the impact
of this industrial transition on portfolios.
What we now understand, is that
companies are producing more green
solutions in line with rapidly evolving
demands from society and policy signals
from governments. The notion of ‘Stranded
Assets’ is not just a structural challenge
for the hydrocarbon industry” says Bourne
as the new model already identifies
more than 2,600 companies with green
revenues from one or more of 60 new
green industrial sub sectors.
In addition, a new series of ten Green
Revenues Indexes is based on the
model and cover key FTSE and Russell
benchmarks. For investors, this means
disciplined and transparent tools to
track transition exposure and a new
standard in company level data
for investors looking to
measure, model and
participate in the global
green economy.
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